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SOLVING A GREAT FINANCIAL PROBLEM 

After three years of investigation and deliberation, the 
National Monetary Commission has endorsed a plan, originated 
by Senator Aldrich, to reform the currency, which it is claimed 
will avert those financial disturbances that have proved such a 
detriment to our prosperity in the past. 

The plan is substantially the same as that which has been 
advocated by Wall Street bankers for past years. It has been 
so often described in the press that further explanation is un- 
necessary here, except to say that if enacted into a law the 
practical effect would be to transfer control of our money supply 
from the United States Government to the aforesaid Wall Street 
bankers. 

The stock argument in favor of this plan is that our currency 
is too rigid. It contracts when it should expand, and expands 
when it should contract. In the late summer and fall when the 
crops are harvested we need more currency than in the winter 
and spring months, and it is at this period we need a more 
elastic currency. Redundancy of issue is fully as injurious as 
scarcity. After the crops have been marketed, usually about 
November 15, money becomes redundant; there is not enough 
demand for it in the country, and so the bankers are forced to 
send it to New York for investment in 2 per cent call loans. 
Thus money piles up in the big banks of New York and great 
speculation in stocks is encouraged because money is cheap. 
Then in the fall when the crops have to be moved, this money 
has to be called home. This, as Vice-Chairman Vreeland of the 
Monetary Commission says, means "business disturbance, high 
rates for money, ranging from 50 to 75 and 100 per cent." It 
was, so it is alleged, the failure of New York banks to pay back 
some $400,000,000 thus owed to the West that caused the panic 
of 1907. 

Now, although this theory of the cause of our financial ills is 
backed up by the great lights of Wall Street and the Monetary 
Commission, investigation will show that it is utterly false. 

In the first place, the higher money rates which cause panics 
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do not come in the crop moving months of August and Septem- 
ber. The highest rates for call money in the crop season since 
1898 were September 29, 1902, when they reached 35 per cent, 
and September 3, 1906, when they reached 40 per cent. But 
rates have been much higher in December and January, when, 
according to this theory, Western money should be coming to 
New York for investment. These higher rates were: — 1899, 
December 18, 186 per cent; 1905, December 28 and 29, 125 and 
75 per cent ; 1906, January 2 and 3, 65 and 50 per cent, and 
December 31, 40 per cent. The highest rates of the past 
generation in other months were: — 1873, May and November, 
277 percent; 1884, May 1, 140 per cent; 1890, November, 186 
percent; 1893, May and July, 50 and 75 percent; 1901, May 9, 75 
per cent; and 1907, October 24, 125 per cent. These statistics 
are of themselves sufficient to upset the whole theory upon which 
the Aldrich plan is based. 

Concerning the crisis of 1907, Mr. Vreeland, makes this 
statement: "In 1907, when people began to line up before the 
banks, every institution from here to the Pacific Coast, by the 
first mail sent on its orders to its bankers in New York to send 
its balances in cash. The New York banks held about $400,- 
000,000 of the money of other banks." It was, according to 
Mr. Vreeland, the refusal of these New York banks to pay back 
this $400,000,000 that caused the more complete breakdown of 
our banking system. in that year. 

Now if interior banks had $400,000,000 in New York in 1907, 
they must have sent it on in 1906 or before. But the situation 
at that time, as disclosed by the reports to the Comptroller and 
the different press correspondents, showed that country bankers 
needed every dollar at home. As Secretary Shaw said in 1906: 
"Banks everywhere, West as well as East, found themselves 
with surplus reserves exhausted." This being so, it is certain 
that if the "West" had any such immense sums invested in 2 
per cent call loans, they would have withdrawn them before 
the crop season of that year. 

While the Aldrich theory is largely based on the experience 
of 1907, the plain fact is that in that year the inflow of Western 
money for any purpose was actually less than previous years. 
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In August, 1907, the editor of Moody 's Magazine said that 
"the money returned from the interior during the period pre- 
ceding the beginning of the crop moving demand had been 
remarkably light." About the same time, John J. Mitchell, 
President of the Illinois Trust Co., stated that "the amount of 
Western money in New York was extremely small." According 
to W. Martin Swift, Associate Editor of Moody's Magazine, 
during the months of May, June, and July, 1907, when currency 
should have been rushing into New York, "the return flow from 
the interior was only about one-fourth of normal." 

Under the significant heading of "The West now Financing 
Itself" in Moody's Magazine (September, 1907), Charles M. 
Harger points out that farmers were sending less money to the 
East than in former years. This was, first, because many of 
them had paid off their Eastern mortgages; and, second, because 
banks found abundant use for their funds nearer home. 

Aside from all this, however, the money rates at the different 
centres are enough to show the brazen character of the talk of 
Western loans in New York. At two different periods in 1907 
the rates for call and time money at these centres were : — 

February 16 Call Time 

New York . 4f 5-5J 

Chicago 6 5|~6 

Philadelphia 5 5-6 

Baltimore 6 5-6 

May 1 Call Time 

New York 2 5 

Chicago 5^-6 6-6£ 

Philadelphia 6 6-6£ 

Baltimore 6 6 

These rates were not peculiar to 1907. Money has been 
dearer at these other centres in every month of the past decade. 
It is a favorite maxim in Wall Street that money will go where 
it can earn most; but the Aldrich plan is based on the assump- 
tion that it goes where it earns the least. The truth is that 
there has never been a time when the West or the South had 
any big sums to lend to the East. On the contrary, both 
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sections have always been borrowers, and these published 
money rates are standing proofs of the fact. The only interior 
money that goes into Wall Street is when 'crooked' officials 
are speculating with bank funds, or investing it in Wall Street 
securities for which they get a 'rake-off' that goes into their 
own pockets. 

Although it is thus evident that interior bankers have no big 
surplus of funds to lend in Wall Street, it is nevertheless true 
that there is a drift of money to New York from all parts of the 
country; and if the members of the great Monetary Commission 
had paid more attention to this drift, they would get a much 
clearer view of the cause of our financial ills than they did in 
all their travels throughout Europe. 

The Real Cause of Financial Stringency 

Here is a statement from the Wall Street Journal money 
article of April 25, 1908, which throws a flood of light on the 
subject : — 

"Exchange at New York at interior cities is still strong, and 
at most of them is at the point which calls for shipments of 
currency to New York. A considerable part of the inquiry for 
remittances in the foreign exchange market comes from interior 
cities and cash has to be sent here by them for the purpose of 
exchange. ' ' 

The remittances to buy foreign exchange here referred to 
represent amounts due abroad for interest, dividends, and 
profits on foreign capital invested in this country; tourists' 
expenditures and drafts sent back home by aliens temporarily 
residing in the United States. 

A Trade Balance Humbug 

At one time financial experts estimated these debts and the 
amount due abroad for foreign freights at about $250,000,000 
yearly. As our favorable foreign trade balance for the ten 
years prior to 1909 averaged $500,000,000 yearly, this should 
have left us $250,000,000 to the good each year. 

According to the current theory as exploited by Treasury 
officials and Wall Street experts, this surplus of $250,000,000 or 
more was used to invest in foreign bonds, foreign under- 
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takings, and to buy back American securities from abroad. 
This gave rise to the much heralded claim that the United States 
had become a Creditor Nation. Addressing the Bankers Club 
of Chicago (March, 1901) George H. Roberts, Director of the 
Mint, declared that "our trade balances are so large that to 
attempt to collect them in cash would ruin our customers. A 
nation with power to amass such credits becomes of necessity 
an investor in all parts of the world." About the same time 
the New York Times placed our foreign credits at "several 
hundred millions," and this estimate was approved by Lyman 
J. Gage, Secretary of the Treasury, and by all the great bankers 
and financial critics of Wall Street. Now the fact that we were 
floating large issues of securities abroad without getting any cash 
in return, along with Secretary Gage's frantic efforts to relieve 
the money market, did not 'square' with this cheery view of the 
situation, and in a letter published in the Times, May 8, 1901, 
I contended that the authorities had the thing hindside foremost. 
Instead of Europe owing us, it was the other way. Our trade 
balances were not even big enough to offset our annual foreign 
debts; hence, so far from having any surplus left to lend 
abroad or to buy back securities, we were piling up a big deficit 
every year. It was to avert gold exports in settlement of this 
deficit that we were floating these securities abroad. 

Just two weeks after this letter appeared in the Times, the 
financial world was startled by a dispatch from the Paris cor- 
respondent of the Post (May 22), to the effect that American 
bankers were at that time borrowing immense sums abroad. 
This news was scouted at first. Even the Post was so infected 
with the Creditor Nation lunacy that it refused to believe its 
own correspondent ; but two days later the Sun admitted that 
the information was correct. It now appears that we owed 
Europe at that time some $250,000,000. As financial experts 
had been claiming that Europe owed us about that much, they 
must have been $500,000,000 out of the way in their estimate of 
the international money situation. 

It might have been supposed that these disclosures would 
have led to a revised estimate of our foreign debts ; but it did 
not. The borrowing abroad, it was explained, was done to 
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finance certain big speculations. January, 1902, the Times had 
what it styled the "most illuminating article ever written on the 
trade balance problem," by N. T. Bacon. This writer exploits 
the same theory that was current the year before, which asserted 
that our annual foreign debts for interest dues, tourists' ex- 
penses, freights, etc., did not exceed $250,000,000 and that the 
surplus left from our trade balances was used to buy foreign 
bonds, for investment abroad, and to buy back American stocks 
from abroad. By this return of our stocks, it was claimed that 
in five years we would cancel our permanent debt abroad, which 
he estimated at $1,700,000,000, and be square with the world. 

Writing of our investments abroad, in Scribner's Magazine 
(January, 1902), Frank A. Vanderlip, Vice-President of the 
National City Bank, estimated that in the preceding four years 
we had bought back $1,200,000,000 worth of our stocks. Mr. 
Vanderlip also repeated the boast made by Mr. George H. 
Roberts the year before, that as Europe could not always pay her 
debts to us by returning our stocks, we should soon be forced to in- 
vest our foreign credits abroad. He also predicted that New York 
would soon become the cheapest money market in the world. 

To my request for his authority for his estimate of the return 
of our stocks, Mr. Vanderlip replied as follows : — 

"I am in receipt of your letter and note your desire to find 
statistics verifying a statement I made in a recent magazine 
that the United States has bought back from Europe about 
$1,200,000,000 of our securities. This, I regret to say, is im- 
possible. There are no definite figures, nor is there any way in 
which you can set about to prove my assertion. The calculation 
is entirely one of estimate in which many collateral pieces of 
information entered." 

Here we have a frank statement of this whole claim of foreign 
liquidation. It is a calculation based entirely on estimates, 
which are in turn based upon guess-work. There are no facts 
to prove it. There are, however, any number of facts and cir- 
cumstances to disprove it. 

Foreign Investments Exceed Foreign Liquidation 

These facts are to be found in the reports of foreign dealings 
in our securities since 1897. For the four years ending Decern- 



Solving a Great Financial Problem 89 

ber, 1901, the excess of purchases for foreign accounts on the 
New York Stock Exchange aggregated 3,700,000 shares. Out- 
side of the Exchange foreign investments in our stocks and 
properties aggregated $320,000,000. 

A full report of these transactions by months is given in my 
first article on "Trade Balances" in the Sewanee Review, July- 
October, 1903. It is the only report of such business on and off 
the Stock Exchange ever published. 

The trend of foreign dealings in this market has been the 
same way in every year since 1901. It is true that in some 
years there was a small excess of sales on the Stock Exchange, 
but they were only a drop in the bucket compared with the out- 
side investments in our securities and properties. 

The reports of our borrowings abroad in May, 1901, fully con- 
firmed my estimate of the international money situation as set 
forth in the Times two weeks before; and the net result of 
these transactions in our stocks in these four years tended to 
clinch the matter. In a second article in the Sewanee Review, 
July, 1904, 1 estimated these foreign debts at $750,000,000, which 
was just three times as large as the current estimate. Included 
in this estimate was a new item that all the authorities had 
completely ignored — immigrants' hoards — for which I allowed 

$200,000,000. 

Now if these debts amounted to $750,000,000, as I claimed, 
then, instead of having a surplus $250,000,000 left from our 
$500,000,000 a year trade balances, as the current theory asserted, 
we must have been piling up a yearly deficit of that amount. 

As already stated, most of the amounts dye in settlement of 
this deficit comes to New York from all parts of the country, 
and goes into the big banks with foreign connections such as 
the National City and First National, which are known as the 
Kuhn, Loeb and Morgan banks. 

Why We Borrow Abroad 

If we had to settle these early deficits by exporting gold, it 
would precipitate a panic and paralyze the stock market, and so 
to avert such disasters the big bankers sell enough stocks abroad 
to offset the deficit. When they cannot sell enough stocks they 
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borrow abroad on finance bills and short-term notes and put up 
these stocks as collateral. That is the true explanation of all 
the huge borrowing that has been going on since 1895, when the 
Treasury contracted with the Morgan-Belmont syndicate to stave 
off the foreign demands for gold which was draining the re- 
serve. The object was effected by borrowing abroad on rail- 
road stocks. Where the public is befuddled in this matter is in 
being led to believe that it is the big financiers who owe all 
this money, whereas in truth it is the whole country that owes 
it, and these financiers are trying to prevent collection of the 
debts in gold by borrowing abroad in order to avert the panic 
which might result from any great efflux of the metal. Here 
are a few items that explain this matter: — 

"Those most interested in our stocks being our most power- 
ful financial leaders, may be counted upon to delay the outward 
movement of gold or confine it to the smallest possible limit. " — 
Times, February, 1903. "The season's market for foreign ex- 
change has, however, been managed with the greatest skill and 
prevention of gold exports has been made possible by a careful 
series of international operations in the money market." — 
A. D. Noyes, Forum, April, 1903. "Again, the big financiers 
who disliked to have the gold efflux reach too high a record be- 
cause of the bad sentimental effect it might have on the stock 
market may have assisted this policy by issuing finance bills." — 
Post, June, 1904. 

As these debts grew faster than our trade balance, we had to 
keep on pledging more stocks abroad to square the deficit. In 
June, 1902, we owed Europe $500,000,000. We cancelled part 
of this debt by selling long term bonds. That is, we kept down 
the short debt by increasing the permanent debt. 

During 1905-6 the fact that these debts were breeding trouble 
was shown by the more frequent report of our efforts to avert 
gold exports. As, for instance: "We have thus far issued 
$80,000,000 in finance bills to avert the efflux of gold." — Brook- 
lyn Eagle, July 2, 1905. "We are now borrowing abroad to 
check the export of gold." —Journal of Commerce, Nov. n, 1905. 
"It was only our big borrowings abroad that checked the out- 
flow of gold."— Wall Street Journal, Dec. 13, 1905. 
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According to the London Economist and London Statist, our 
borrowings in the six months prior to May 1, 1906, totaled 
$500,000,000. Never before had we borrowed so much in so 
short a time. 

There was another change for the worse about this time, 

when, in addition to borrowing to keep what gold we had, we 

began to borrow to get more from abroad. It was said that this 

was made necessary by increasing prosperity, but a more likely 

reason is that the hidden drain of gold by that part of those 

aliens who carry their hoards back home on their persons was 

making itself felt, and so we had to borrow some of it back 

again. 

The Panic of 1907 

We kept on borrowing that year. On October 29, the Times 
stated that "we owed abroad $750,000,000," and the debt was no 
smaller at the end of the year. This method of staving off the 
inevitable had to come to an end some time. Europe was be- 
coming alarmed, and demanded repayment of some of the gold 
she had lent us that year. To avert this drain we pledged 
abroad over $300,000,000 in short-term notes in the first ten 
weeks of 1907. Gold began to go out during the summer, how- 
ever, and in the effort to stem the tide we broke down. In a 
way, it might be said that the March panic came through fear 
of a gold outflow, the August panic as a result of it, and the 
October panic from our failure to borrow the metal back again. 

When it was seen that we had to borrow foreign gold to avert 
worse disaster, people began to ask what had become of our own 
immense stock, of which Treasury officials and Wall Street 
bankers had been boasting for years previous. Addressing the 
American Science Association, Washington (1903), United 
States Treasurer, Ellis H. Roberts said: "Our Treasury holds 
$615,000,000 in gold. Upon such resources our currency rests, 
solid and impregnable. An attack on our reserves may be con- 
ceived, but it would be like besieging Gibraltar with carbines." 

In his report for 1906, Mr. Roberts's successor, Charles H. 
Treat, said: — 

"The Treasury holdings of gold continue to attract the atten- 
tion of financiers both at home and abroad, and from the new 
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record made each year it is evident that a large share of the 
world's product of the precious metal comes to the United 
States." 

This statement appears on page 14 of the report: on page 17 
the Treasurer tells of the strenuous efforts of Secretary Shaw to 
relieve the great stringency at that time by facilitating the im- 
ports of the $100,000,000 gold which we borrowed that year. 
People who placed any reliance on the frequent boasts of our 
gold stock must have been startled by the panic 'show-down. ' 
The attack on our reserves, which Mr. Roberts said would be 
like "besieging Gibraltar with carbines," proved formidable 
enough to make our whole banking system collapse like a house 
of cards. At one time the whole resources of the United States 
Treasury were placed behind two institutions, but even this aid 
proved powerless to stay the crash. 

All this made the public still more anxious to know what had 
become of our immense stock of gold ; in his report for 1907 Geo. 
H. Roberts, Director of the Mint, presents a revised estimate 
of our stock of gold, which reduces the amount supposed to have 
been in general circulation by $135,000,000. This left our total 
stock on June 30, 1907, at $1,466,056,632, distributed as follows: 

In United States Treasury $904,359,261 

In National banks 125,013,697 

In National banks clearing house cer- 
tificates 62,988,000 

In other banks, and in circulation . . 375,094,674 

The estimate of the amounts "in other banks and in circula- 
tion" ($375,094,674) is reached by assuming that only $20,- 
000,000 has been taken out of the country by aliens since 1873. 
Considering the great increase of migratory aliens since that 
date and the flood of American gold in Europe, this is a very 
wild assumption. The great increase in our gold output after 
1906 led United States Treasurer Roberts to predict that the 
yellow coin would soon circulate as freely in this country as it 
does in some parts of Europe. But instead of this being the 
case, it is a matter of common observation that the coin has 
practically disappeared from circulation. Alexander Del Mar 
in his work on money estimates the amount of gold in general 
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circulation at not over #30,000,000, and I think that even this 
figure is much too liberal. 

But the most glaring error in this revised estimate is the 
assumption that all the gold in the Treasury and national banks 
in 1907 belonged to American citizens. The notorious fact that 
foreign bankers had a big lien on the metal at that time is 
utterly ignored. And yet the evidence of this fact is of the 
most positive kind. The estimate by the Paris correspondent 
of the Post (Dec. 29, 1906) that we owed Europe alone full 
$600,000,000 was not disputed; and the fact that Canadian 
bankers were lending $85,000,000 here on call at the same time 
is shown by their own reports. At the same time some $60,- 
000,000 of the money that Kuhn, Loeb & Co. received for the 
Japanese bonds in 1905 was loaned out to certain banks here in 
which that firm is interested. This makes a total of #745,000,000 
of our gold that really belonged to foreign bankers. 

Now these foreign loans here were fully as large in June, 
1907, the date of this revised estimate, as they were at the end 
of 1906. About the same time the lawful reserve of the national 
banks, according to a later report, amounted to #701,000,000; 
that is, $44,000,000 less than what these foreign bankers had 
loaned here. And this means that every dollar of the lawful 
reserve actually belonged to these foreign bankers. The banks 
of the United States were doing business on borrowed money. 
Small wonder that they collapsed. 

And the essential fact to note here is that it was that part of 
this foreign-owned money which was held in New York banks 
that was being lent on call. Stock market history shows that 
for years previous to 1907 foreign bankers had a practical mo- 
nopoly of this business. Here are a few instructive items on 
this point: — 

"The bulk of the borrowing in this way had again been 
effected through the foreign exchanges, local financial insti- 
tutions having withdrawn virtually from the market." — Evening 
Sun, Dec. 13, 1902. "Indeed, the chief responsibility for the 
great cheapness of money at this centre recently has been laid 
by many competent authorities at the door of foreign banking 
houses." — Sun, Oct. 24, 1904. "Had it not been for the high 



94 The Sewanee Review 

bids for call and time funds for Wall Street use, gold would have 
gone out in large quantities." — Sun, Dec. 18, 1905. "The 
stock speculation and the banking situation would have re- 
peatedly broken down but for borrowing from Europe. ' ' — Post, 
Dec. 30, 1905. "Two phenomena of this closing week will im- 
press the experienced observer. First is the fact that we have 
borrowed more heavily abroad than ever before to sustain the 
speculative edifice, and have done so at the highest rates on 
record." — Post, Dec. 29, 1906. "How much European money 
has been sent here to be loaned on call for a few months ? It is 
stated in banking circles that a prominent banking house having 
large German connections has been supplying a vast amount of 
foreign money." — Journal of Commerce, May 2, 1907. 

Nowhere in these reports do we see any such proof that 
Western bankers were lending from $300,000,000 to $400,000,000 
at that time. Foreign bankers were lending it all. About 
every dollar then in New York banks that was lent on the Stock 
Exchange belonged to them. They got this money, which comes 
to New York from all parts of the country, in settlement of 
these foreign debts. There is no other way by which they 
could possibly have got the immense sums that they have loaned 
here during the past decade. 

When there comes a demand for gold to be shipped abroad 
that cannot be staved off by further borrowing, these foreign 
bankers have to call in their loans, and it is this that causes all 
the trouble. Referring to the situation on September 29, 1902, 
when Secretary Shaw's action averted what it is said might have 
been a great panic, the World's market report says: "High 
money rates, anxiety over the Louisville & Nashville deal, and 
calling of loans by foreign banking houses, caused another slump 
in Wall Street yesterday." 

Here has been the starting point in every one of the great 
panics, and most of the near-panics in our history — "calling of 
loans by foreign bankers." Nowhere is there any record of 
the calling of loans by Western bankers having caused any such 
disasters. 

The foreign demand for gold is always heaviest around the end 
of the year, because it is then that remittances are due abroad 
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for the largest items of our foreign debts — interest dues, and 
the drafts and money orders of those aliens who send their 
hoards back home through bankers or the post office. In 1902 
the fear of gold exports on these accounts was so great that the 
so-called "faith cure pool" was formed to stave off the efflux. 
The "pool" effected its object by borrowing enough abroad to 
offset the demand for gold, just as they have been doing every 
year since. We finally came to grief in 1907 because our neces- 
sities made it impossible for us to pay back the $100,000,000 
gold that we had borrowed the year before. 

Was It a Causeless Panic ? 

In all former crises the balance of trade in merchandise was 
against us; but in 1907 it was strongly in our favor. Hence 
this last crisis has been called "a panic without an economic 
cause;" and so it is assumed that it must have been due to de- 
fective currency. 

But when all the facts are laid bare, when the so-called in- 
visible balance is made visible, it is seen that there was a very 
good economic cause for the crisis. According to my reckoning 
in 1904, the actual balance of trade in all things was really 
against us by at least $250,000,000 yearly, and growing. Our 
vast stock of paper money was based on gold, of which we pro- 
duce about $70,000,000 yearly. But the yearly deficit amounted 
to more than three times that sum, and we did all this borrowing 
to keep the gold in the country. As already stated, every dollar 
of gold in the national banks in 1907 ($701,000,000) was owed 
to foreign bankers. It really belonged to them. Here was 
cause enough for a panic without making a scapegoat of the im- 
possible Western money lender. 

Panic Revelations 

The notion that there was no economic cause for the trouble 
is of course based on the assumed correctness of the Vanderlip- 
Bacon estimate that the actual balance of trade was in our favor 
to the extent of at least $250,000,000. Since the panic, however, 
many pieces of evidence have come to light which settle beyond 
all dispute the question as to which estimate was nearest the 
truth. 
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The first piece of evidence comes from Postmaster General 
Von Meyer. Referring to the existing stringency, he mentioned 
as one cause the drain of cash by aliens, who in 1907 had sent 
away $70,000,000 through the post office. And this amount he 
said was but a fraction of the total drain; for much larger 
amounts went through foreign bankers and on the persons of 
returning aliens. More definite knowledge on the same subject 
came through an official report on Immigrant Banks by the 
Immigration Bureau, in which the total drain was placed at 
$275,000,000. 

This was indeed a revelation to the public, as some authorities 
had insisted that there was a net gain on this account. At one 
time the Post quoted foreign bankers to the effect that aliens 
brought in more money than our tourists spent abroad; while 
the Financial Chronicle estimated that they brought in $50,- 
000,000 yearly. As late as 1904, when I placed this drain at 
$200,000,000, the Wall Street Journal 'claimed that aliens brought 
in more than they took away. After the panic this same paper 
quoted an Italian banker to the effect that in the twelve months 
to April, 1908, Italians had taken away $400,000,000. Well, if 
they took away only one-fourth of that amount and other aliens 
took the same proportion, it would sufficiently account for the 
singular disappearance of cash that year. 

More pieces of evidence have come to light in regard to our 
permanent debt abroad, and the items of interest dues, tourists' 
expenses, etc. Before the panic, every authority on trade bal- 
ances exploited foreign liquidation of American stocks as a cause 
of our failure to import in settlement of such balances. In Wall 
Street the claim that we were thus rapidly reducing our perma- 
nent debt abroad was a popular argument for every boom in 
prices. Mr. Vanderlip, in 1902, predicted that the time was 
not far distant when Europe would hold no more of our stocks. 
Mr. Bacon, as already noted, placed this permanent debt in 1902 
at $1,700,000,000 and he predicted that in five years it would be 
wiped out. What are the facts ? 

In an article on "Trade Balances" issued by the Monetary 
Commission (mind you), Mr. George Paish, editor of the Lon- 
don Statist, estimates this permanent debt, which according to 
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Messrs. Vanderlip and Bacon should have been wiped out, at 
$5,000,000,000, and growing. This estimate had since been 
accepted as authoritative by the editor of the London Times, 
and other foreign critics. There is good reason to believe, how- 
ever, that even Mr. Paish's figures are too low; nevertheless, 
what he admits is sufficient, because before the panic he was one 
of the most persistent exploiters of the Vanderlip-Bacon claim 
of an immense foreign liquidation of American stocks. 

Mr. Paish claims also that American corporations have 
$1,500,000,000 invested in foreign undertakings, but in the same 
breath he admits that a portion of the capital has been furnished 
by foreign investors. This confirms the view which I expressed 
in the Sewanee Review in 1904, that most of the managers of 
these undertakings were merely agents and representatives of 
foreign capital. 

A still more surprising piece of evidence comes from Wall 
Street by way of Texas. In an address on National Extrava- 
gance before the State Bankers' convention at El Paso (May, 
1901) Mr. Joseph T. Talbert gave out a few statistics which 
must have made certain financial experts gasp for breath. Mr. 
Talbert sets out to explain why it is that in the past decade we 
have received so little cash in settlement of enormous exports of 
merchandise. His explanation is that while our favorable trade 
balances have averaged $511,000,000 for the decade ending with 
1908, our annual foreign debts were as follows : 

Expenditures of Americans abroad . . $200,000,000 

Foreign freight charges, etc 300,000,000 

Interest, dividends, and profits on foreign 

capital and remittances of immigrants . 400,000,000 

Total $900,000,000 

If, say $175,000,000 of the amount allowed for freights were 
added to the items of interest dues and aliens' hoards, it would, 
I think, be much nearer the truth. But even as they stand, the 
figures are of deep significance. For Mr. Talbert is Vice-Pesi- 
dent of the National City Bank, of which Mr. Frank A. Vander- 
lip is now President. Ten years ago Mr. Vanderlip estimated 
the item of interest dues at $100,000,000. But if there had 
7 
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been this immense foreign liquidation that he talked about, our 
permanent debt abroad should have been wiped out and with it 
this item of interest dues. But now we find that this item, 
along with aliens' hoards, which Mr. Vanderlip apparently never 
heard of, amounts to $400,000,000; that is, according to Mr. 
Talbert's calculation. And even his estimate is much too small. 
Again, as to the total of these debts, which according to Mr. 
Vanderlip were but $250,000,000, and growing smaller, we now 
find them placed at $900,000,000, and growing larger all the time. 

Now as these latest estimates have not been disputed by Mr. 
Vanderlip or any other authority of equal prominence, we have 
a right to assume that they are not too high ; and hence it fol- 
lows that my estimates of 1904, that the debts totaled $750,- 
000,000 and growing, is fully confirmed. Hence, too, it follows 
that the great lights of the financial world — those Treasury ex- 
perts, Wall Street bankers, and financial writers who exploited 
the $250,000,000 estimate were some $500,000,000 out of the 
way in their figures for that period. And it is these same parties 
who made the colossal blunder that has inaugurated the cam- 
paign of education for the Aldrich plan. 

And this admitted fact that we have been running behind 
several hundred millions every year, affords the only rational 
solution of certain problems and paradoxes in our financial his- 
tory. First, it explains why it is that the United States, with 
a greater per capita circulation and a greater banking power than 
any other in the world, is forced to borrow from these other 
countries to avert severe financial disturbances. And second, it 
explains why the United States, which produces more gold than 
England, France, and Germany combined, is yet forced to bor- 
row the metal from these countries to bolster up her money' 
market. We were producing an average of $80,000,000 gold, 
but we were also running behind about three times that amount. 

A third problem here solved is the concentration of money at 
New York. As already stated, the Aldrich theory of inelasticity 
is based on the assumption that this concentration is due to the 
inflow of redundant interior funds. But along with the other 
evidence which I have cited, the bald fact that call and time 
money rates are so much higher at Chicago and other interior 
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centres effectually disposes of that assumption. For no Western 
banker would, in his sober senses, send his money to New York 
to be invested in 2 per cent call loans if he could get 3 or 4 per 
cent in Chicago or in other centres. 

That this concentration is really due to the inflow of funds in 
settlement of these debts is proved by the fact that most of it 
flows into banks with foreign connections, such as the National 
City, and First National Banks. It is also proved by the fact, 
so frequently noted in Wall Street market reports, that foreign 
bankers are making all the call and time loans on the Stock 
Exchange. And, finally it is more conclusively proved by the 
fact of all this foreign borrowing since 1901. The fact that at 
the end of 1906 we owed Europe $600,000,000, the Bank of 
Japan $60,000,000, and Canadian banks $85,000,000 was duly 
reported in the New York papers at the time. Foreigners sent 
us that year $100,000,000 in gold. But where did the other 
$645,000,000 come from ? The only answer is that it came from 
all parts of the United States in settlement of these debts. 

This is the only explanation of the source of these foreign 
loans here that has ever been given to the public. No Aldrich 
theorist has ever even attempted to explain the mystery. In- 
stead, they carefully avoid all mention of the subject, and ascribe 
our woes to the want of a central bank. Thus Charles A Co- 
nant, referring to "Isolation of Reserves," points out that "in 
1907 the total stock of gold in this country was $1,466,000,000 
while France had only $926,000,000. On August 22, 1907, the 
national banks alone held $701,000,000, and the Bank of 
France had no more." Then he goes on to show how the 
banks began locking up their gold and notes, with the result 
that "the monetary system broke down" and the banks sus- 
pended payment because the metallic reserve of the country 
was so hopelessly sub-divided as to be useless." The object of 
all this is to prove that if we had an institution like the Bank of 
France, the crisis of 1907 would never have happened. But 
the statistics cited are grossly misleading. In the first place the 
estimate of our total gold stock assumes that we have $375,- 
000,000 in general circulation ; while, as I have already shown, 
there is very good reason for believing that there is not over 



ioo The Sewanee Review 

$30,000,000 outside of the Treasury and national banks. But 
the worst mistake is in regard to the ownership of the gold 
in our national banks and the Bank of France. As is well 
known, every ounce of gold in the latter institution belongs to 
it; no other country had a lien on the treasure. But it was 
quite the reverse with the metal reserves in our national banks. 
For, unless all the reports of those big foreign loans here were 
a pack of lies, the banks of Europe, Canada, and Japan had a 
lien on every ounce of the $701,000,000 gold in our national 
banks on January 1, 1907. 

The True Cause of Financial Stability 

Further study of comparative statistics shows very clearly that 
France owes her greater financial stability to something more 
than a central bank. France, as is well known, draws an immense 
income from the army of foreigners who flock to Paris to enjoy 
the pleasures of that great city. Other immense sums accrue 
from the investments of French capital abroad. French experts 
estimate the total gain from these two sources at $850,000,000. 
On the other side of the account France has an adverse balance 
of trade which in 1907 amounted to $120,000,000. Deducting 
this outgo from the income as above stated, we find that France 
was $730,000,000 ahead in the year 1907. Turning to the 
United States we see that in that year we had a favorable trade 
balance of $500,000,000. But against this balance there were 
these annual foreign debts which I calculate had grown from 
$750,000,000 in 1904 to $850,000,000 in 1907, leaving us with a 
deficit of $350,000,000. This is the whole case in a nutshell. 
France was financially sound because she was $730,000,000 to 
the good, while the United States was financially rotten because 
she was $350,000,000 to the bad. In these few statistics we find 
the solution of the several problems: Why France, which pro- 
duces no gold, has millions of it to lend ; while the United States, 
which produces more gold than all Europe, is forced to borrow 
the metal from Europe to bolster up her money market ; — Why 
France is the world's banker, and why the United States is not. 

But the advocates of the Aldrich plan seek to hide this great 
fact from public view, and all their arguments are intended to 
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prove that the main trouble is with the home money market, 
Western bank loans, and crop finance. The state of the inter- 
national money market is treated as a minor factor — indeed in 
most of the arguments it is completely ignored. In March, 
1908, the Annals of the American Academy of Science had 
no less than eighteen articles on the panic of 1907 by Lyman J. 
Gage, Jacob H. Schiff, and other eminent authorities, but not 
one of these writers mentioned these foreign debts, or the 
international money situation as being the disturbing factor in 
the crisis. This omission is also noticeable in the address of 
those orators who are conducting the "campaign of education" 
for the Aldrich plan. All of our financial woes are attributed 
to crop finance, and Western loans here, and there seems to be 
a quiet agreement to let this other side of the question severely 
alone. Thus in Mr. Gage's article on crop finance I find this 
statement: — 

"Such a crisis was reached in the early autumn months of 
1907. It was precipitated by calls from the interior for money 
to move the crops. Response to these calls had weakened the 
foundation of cash reserves in New York banks." 

Considering the amount of cash actually sent from New York 
on this account each year, the assumption that crop financing 
caused the trouble is sheer nonsense. For the four years end- 
ing with 1905 the amount of money sent out during August 
and September was as follows: 1902, $20,000,000; 1903, $30,- 
000,000; 1904, $70,000,000; 1905, $55,000,000. I have no fig- 
ures for later years, but from the statements elsewhere quoted, 
and also from Secretary Cortelyou's statement, that "prior to 
this crisis" (October 24) "the shipments of currency to the 
West by eastern banks to move the crops has been small, ' ' it 
is safe to say that not over $20,000,000 left New York in August 
and September of that year for the crop movement. I risk 
this figure against Congressman Vreeland's estimate of "several 
hundred millions" as the amount required to move the crops in 
that year. 1 

1 Information just received from Dun's Review shows that during August 
and September, 1907, the net movement of currency from New York to the 
interior was less than $9,000,000. 
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Now the aid given to the market by the Treasury alone was 
enough to offset the crop demand. But the market had received 
aid from the same source months before the crop season opened. 
And even this aid was nothing compared with that given by 
foreign bankers, which in the first ten weeks of 1907 amounted 
to $300,000,000. We kept up this borrowing throughout the 
year and in each month the amount thus borrowed was more 
than twice what was needed to move the crops. 

After the March panic there was the usual crop of explanations 
of its cause, including one from Mr. Gage himself, but no one 
attributed the trouble to interior demands. Even the August 
panic, right in the crop season, was not charged to such de- 
mands. 

The best evidence in the matter is the stock and money mar- 
ket reports which I have quoted, and they fully sustain the con- 
clusion, already reached in this article, that the international 
money situation was the chief disturber. In every week of that 
eventful year the great struggle was to stave off gold exports in 
settlement of these debts, as for instance: "It is believed here 
that New York may escape heavy gold exports after all, by put- 
ting out finance bills and resorting to what London calls 'hole 
and corner borrowing.'" — London dispatch to Post (May 25, 
1907). We did put out more finance bills, but not enough to 
avert the loss of $30,000,000 gold and the August panic. Later 
on, it became evident that we were approaching worse disaster, 
thus: "Foreign exchange seems to control the situation. This 
because of the refusal of European bankers to discount American 
finance bills." "The foreign Exchange market, the key to the 
situation." — Wall Street Journal, Oct. 11 and 12, 1907. 

As to the reason why "European bankers refused to discount 
our finance bills," the unanimous testimony of these bankers 
themselves is that our previous borrowings had created general 
alarm in foreign centres. The last statement here quoted, 
"The foreign exchange market, the key to the situation," ex- 
plains the first cause of all our great panics since 1837. For 
every such panic was precipitated by the outflow of gold ; and 
most of the near-panics were due to the dread of such a move- 
ment. As to 1907 there is hot a particle of proof that the recall 
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of Western loans precipitated the crisis. There is no mention 
in any reports in the whole of that year of such loans being 
called on the Stock Exchange. Foreign exchange was the one 
disturbing factor throughout the whole year. And it was made 
the one disturbing factor by these foreign debts. 

A Theory Built on a Fabric of Lies 

A summary of the foregoing financial history shows: (1) 
That the West has no surplus funds to spare for 2 per cent call 
loans; (2) That the highest money rates are not in the crop 
season at all ; (3) The concentration of this money at New York 
which is invested in calls, results from a settlement of these for- 
eign debts; (4) It is the foreign demand for gold forcing 
banks to call in this money that causes the highest rates and 
panics; (5) Calling in of alleged Western loans to move crops 
never yet caused a panic. 

If further evidence is needed to show that the Aldrich theory 
is based on a bald misstatement of facts, it is furnished by the 
experience of the past year. In August and September, when 
according to Messrs. Gage and Vreeland, the recall of Western 
loans should have been breeding 125 per cent money and panics, 
rates were 2-2$ per cent. December 2, when money should 
have been cheaper, it rose to 6 per cent, and the banks here 
reported the first deficit since 1907. December 9 this deficit 
was wiped out, but it was done by borrowing abroad on finance 
bills, etc. And the chances are that in the next few months, 
instead of the cheaper rates predicted by these experts, money 
will be dearer, and there will be the usual borrowing abroad to 
avert gold exports in settlement of these debts. 

A careful study of financial history during these next few 

months will, I am confident, fully confirm the views herein set 

forth. 

W. H. Allen. 

Brooklyn, N. Y. 



